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Issue 02
2016
Do you remember what you were doing three years ago?
As I recall, global equity markets were continuing
their strong run from the lows of summer 2012, as
several risks receded and market sentiment improved.
However, the effects of the global financial crisis were
still being strongly felt by institutional investors, leading
many to look for alternative ways to generate growth
while limiting further drawdowns.
Looking back, it was probably a good time for
Invesco Perpetual to launch its Global Targeted Returns
strategy with its aim to provide growth and stability
for those investors looking to strengthen or diversify
their portfolios.
Over the last three years we’ve seen significant
volatility in capital markets, yields from fixed income
falling to historical lows, and geopolitical events such
as Brexit presenting new and complex challenges
for investors.
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Yet despite these headwinds, the Global Targeted
Returns strategy has achieved its performance and
risk objectives, exceeding its target of 5% gross return
per annum above UK 3-month LIBOR with less than
half the volatility of global equities over a rolling
three-year period.1
In this issue of 360° magazine, we catch up with
David Millar to discuss the first three years, and hear
how the strategy and team are positioned going forward.
In our viewpoint section, journalist Pádraig Floyd looks
at how the diversified growth fund space has evolved
— including views from pension fund consultants as
institutional investors continue to gravitate towards
multi asset strategies to answer some of the challenges
they face in a more closely correlated, low-growth
global environment.
In our investment ideas section, we discuss three
active ideas to illustrate the unconstrained approach our
Multi Asset team believes is key to delivering targeted,
long-term performance. Also in the magazine we share
insights on risk management and answer questions
about markets, volatility and other topics.
I hope you find this issue informative and useful.

Hugh Ferrand
Head of UK Institutional Sales & Service
Invesco Perpetual
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diversified as we may have thought.’
Spreading your investments around was not as
important as ensuring the different parts were not
highly correlated, as one downside of globalisation
appeared to be that developed markets started to
move in unison.
Clare’s team at the time was looking at the work
being done by Yale’s endowment fund to achieve
similar returns to global equities but without the
volatility. As a result, they began to articulate a
narrative less about the old asset classes of equities
and bonds more towards a discussion about growth
and protection — and this is where the DGF story began.

It is not that long since the balanced fund reigned
supreme in the pension fund world, before losing
favour as multi-manager gained a foothold. However,
the last few years has seen a proliferation of multi
asset investment funds, which are also referred to as
diversified growth funds (DGFs).
Growth of assets under management may not
be exponential but it is increasing at a steady pace.
Recent research from data analytics and market
intelligence consultancy Spence Johnson predicts this
part of the UK investment market will grow to £219
billion assets under management by 2019, almost
doubling the 2014 figure of £124bn in five years1.
Most of that money has come from UK defined
benefit (DB) schemes, UK defined contribution
(DC) schemes, insurance and retail, as well as from
overseas. Investors have all bought into the concept
and the funds.

The challenges
DB pension funds could increasingly see the benefits
a well-diversified growth fund could offer them. By
2005, many of the larger pension schemes had
already signed up to the concept of liability driven
investment (LDI).
Now was the time to protect against inflation and
interest rate movements — both historically low and to
fall further — and they saw three clear objectives.
The first was to control risk by understanding the
inflation and interest rate risks being run in portfolios,
as that was how the liabilities were measured. This is
where LDI came in. However, the ultimate objective
of any pension fund is to pay benefits, and while LDI
deals with risks, it does not generate income.
When pension schemes enter the realms of
negative cash flow, the investments need to deliver
sufficient returns to cover short-term cash flow.
Finally, even if the deficits were being brought
under control, their size meant pension schemes
needed to find growth — to match cash flow, certainly
— but also for those rainy day moments; the unknown
unknowns that can lay waste to the best laid plans.
DGFs seemed to tick these boxes, as they aimed to
deliver equity-like returns with reduced volatility. This
is a most appealing combination for investors tired of
the funding rollercoaster.
Additionally, some multi asset funds could
access parts of the market pension plans did not
have the appetite or governance budget to dedicate
time to. They also decoupled from the traditional
benchmarks that had offered poor value to many
institutional investors who had felt the pinch during
falling markets.
‘This placed much more emphasis on the asset
manager,’ says Clare, ‘As there could be no excuses
to rely on by performing to a benchmark. They had to
demonstrate their skill.’

Institutional Insights
2016 — Diversified
Growth Funds,
Spence Johnson.

What are they looking for?
The reason for the popularity of multi asset strategies
is simple. There was a growing realisation at the end
of the last century that the orthodoxy of investing in
UK equities and gilts was not sufficiently diversified.
Even if the benefits of diversification had not been
fully appreciated, The Myners Report made it very
clear that a great deal more could — and should — be
done to improve diversification. That was good in
theory, but diversification turned out not to be all it
was cracked up to be, says David Clare, investment
partner at Barnett Waddingham, ‘We started moving
to global equities for diversification but, by the late
90s, discovered that investing overseas was not as

Different strokes
Daniel Peters, a partner in the global investment
practice at Aon Hewitt might argue that constraints
can be overplayed, because every fund is constrained
in one way or another.
‘They are still constrained around liquidity,’ he
says, ‘as there are not many [multi-asset funds]
significantly using illiquid assets. They are also
constrained on fees, as some kind of control on total
cost will prohibit the use of certain investments unless
those costs are palatable to the investors.’
Peters feels there is too much emphasis placed on
the fact a fund is a DGF or multi asset, as its usefulness
is a factor of its use within a portfolio, not because it
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How the changing investment landscape is broadening
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is simply present in one. His assertion is that you have
to start with a common sense approach to investment
with every portfolio, whatever the markets are doing.
‘Continue to hedge interest rates and inflation and
look for good investment opportunities in the liquid
space to add diversification to portfolios,’ says Peters.
And then multi asset can help by either addressing
governance issues where you don’t have the ability
to allocate to a number of different asset classes, or
provide a broad-based outsourcing to an allocation
across a diversified range of asset classes.
He has been concerned how some have
considered multi asset funds to be a broad-based
solution. ‘Plugging in and letting it run could be
dangerous from a governance perspective,’ adds
Peters, ‘as many of these portfolios could be stuck
in old models. The market is constantly evolving and
needs continual reassessment.’

Not all multi asset funds are born equal
The proliferation of multi asset funds has led to a
reliance on the term ‘DGF’ to refer to anything that
seeks to offer equity-like returns while controlling
volatility, but this may not be a useful way to view
this market.
In its 2013 report, Spence Johnson was
already referring to DGFs as a brand rather than
a fund type and the variation has increased in the
intervening years.
It is now used to cover everything from
passive, equity-heavy funds, through diversified
alpha and beta, hedge funds (macro, low volatility
and multi-strategy), to active balanced and even
risk-parity funds.
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Diversifying the diversifiers
Despite their continued popularity, multi asset
strategies are no more ‘set and forget’ than any other,
yet Clare has also seen a degree of negative behaviour
even among more sophisticated investors.
If an asset class or particular strategy has shown
very good signs of being uncorrelated, inflows can
be high, and in some cases this may begin to erode
the diversification benefits sought by institutional
investors and their consultants.
‘Relying on past performance is pretty unhelpful
and, by the time all the evidence has been gathered,
you have lost the benefit of doing it,’ says Clare.
‘Look for assets that will not be correlated in the
future, don’t work from the basis of what has been
uncorrelated in the past.’
Seeking to increase diversification by blending
a number of multi asset strategies is a perfectly
reasonable approach, however, he does have
concerns about how the desire to control both
volatility and charges is watering down the power
of multi asset.
‘We are now seeing DGFs from providers who
have developed a slimmed-down version multi asset
fund,’ says Clare. ‘The focus is on keeping the cost
and volatility down but that may have reduced the
volatility by more than 50%.
‘You have to wonder whether they have taken
out too much and whether certain investors should
be worried about a lack of volatility for certain parts
of their membership, such as the 25-year-old with
at least 30 years left to invest.’

Consultants — and
therefore their
clients — are far more
aware of the different
characteristics of
these individual funds

Consultants — and therefore their clients — are far
more aware of the different characteristics of these
individual funds. They now identify sub-categories of
DGFs, in particular those whose return is wholly or
largely dependent upon market beta versus those that
are focused on idiosyncratic risk.
‘It’s all about how you go about building your fund,’
says Georgina Taylor, research director in the Invesco
Perpetual Multi Asset team. Invesco Perpetual’s Global
Targeted Returns Fund has all the hallmarks of a DGF,
by targeting a gross return of 5% per annum above UK
3-month LIBOR, which it aims to deliver with less than
half the volatility of global equities over a rolling threeyear period1. It has been very successful in attracting
nearly £13 billion in assets in just over three years.
Those objectives may sound similar to others but
it is what fits into the portfolio that helps this work so
well, says Taylor. ‘It’s very much a macro approach
— there’s no reliance on a mean reversion coming
along some time to justify a specific idea’s existence
in the portfolio,’ says Taylor. ‘We need to find return
opportunities that we can fundamentally justify,
and these must always enhance or maintain the
diversification qualities of the portfolio.’ Finally, adds
Taylor, ‘The team is purely a multi asset team and is
dedicated to running only this type of strategy, we do
not have to run other balanced funds or mandates
on the side.’
Unconstrained thinking
Typically holding between 20 to 30 high conviction,
long-term investment ideas, in this sense the Global
Targeted Returns strategy could be compared to

© John Ross/Invesco
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There is no guarantee
the fund will achieve
a positive return or its
target volatility.
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The future source of returns is uncertain, equities
appear highly valued and yields are low. With the
developed world potentially teetering on the edge of
a Japanese-style deflationary epoch, we continue to
have historically low interest rates, next to no economic
growth and limited inflation. The safe harbour that
once existed in gilts seems to worsen by the day as the
ongoing effects of quantitative easing (QE) takes its toll.
Volatility is not only present, but seems to operate
on a hair trigger these days. However confident people
are of potential shocks being ‘priced in’ to the market,
the Brexit vote shows just what can happen in a
number of asset classes in double quick time. The next
great shock could be the result of the US presidential
election in November.

© John Ross/Invesco

a concentrated stock portfolio. The team is not
constrained in where it can look for ideas or from
which asset type they come from, most important
is the belief that they can offer a positive return over
its two- to three-year time horizon.
‘We have maximum flexibility so if we don’t see
value in an asset type, say fixed income or equities,
we are not forced to hold them. We are one of only a
few funds that are running a strategy like this,’ Taylor
adds. The two- to three-year investment horizon does
not mean the team does not have to meet targets in
a shorter timeframe, but it is considered a ‘tolerable
timeframe to allow for the next phase of a cycle’. One
of the things that Invesco Perpetual’s Multi Asset team
spends a lot of time on is considering whether they
could be wrong about their beliefs, which is why the
investment process incorporates rigorous scenario
testing of both historic events and more importantly
‘possible, if not probable’ future scenarios. ‘This is
an important discipline and means we can build a
portfolio that will behave in a more robust manner
in the case of serious market events,’ Taylor says.
Taylor echoes the concerns about looking backwards
at how correlations have played out in the past and
agrees that some also seem to view DGFs as income
generating funds.

We have maximum
flexibility so if we don’t
see value in an asset
type, say fixed income
or equities, we are not
forced to hold them

Turn, turn, turn
If there is one thing we can be reasonably confident
of, it is that the use of multi asset strategies and
funds is only likely to increase. They were born out of
uncertainty and things have not become any easier for
investors, whether institutional, retail or supranational.
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A focus on quality
A well diversified, lowly correlated multi asset strategy
could be an effective response to what might be
considered ‘interesting times’ for investment. Especially
for the fastest growing population of savers in the UK —
those who are auto enrolled into DC schemes.
Spence Johnson’s report predicts the flow of DC
assets into multi asset funds will be four times that of
DB in the next few years.
Richard Butcher, managing director of independent
trustees PTL and chair of the Standard Life and Old
Mutual investment governance committees, believes
multi asset is well suited to DC pension schemes, but
beyond the constraints around liquidity and charging,
the industry needs to do more to make the strategies
better understood.
‘We have to recognise that multi asset funds are
complicated at the point of production, yet if they were
simplified at the point of consumption, that would be
useful. We need to be allowed to do more or less what
we think is right within the investment to deliver a good
pension and this presents difficulties.’
The difficulty facing those offering and running DC
funds — be they employers or providers — is that the
culture often will not allow the best ideas in multi asset
to perform within DC funds.
Fee reduction has momentum in the pensions
arena and this has driven the growth of what many
refer to as ‘DGF-lite’ funds. However, while they may
look like their active cousins they have constraints,
and that should limit their appeal.
There are now more than 11 million UK workers
participating in occupational schemes and, as auto
enrolment reaches its logical conclusion that will
increase — as will the numbers of people who will be
totally reliant upon income generated by a DC default
scheme in the future.
The focus on contributions being too low to
generate meaningful retirement income is a valid one,
but perhaps it is time to reassess the value of these
new generation multi asset funds.
If a journey of one thousand miles starts with one
step, shouldn’t we ensure the multi-decade journey
towards retirement starts with an engine that will meet
the traveller’s requirements?

Pádraig Floyd is an
award-winning financial
journalist who writes
on personal finance
subjects, particularly
pensions, investments
and workplace savings.
He is a membernominated trustee
director of the Pearson
Group Pension Plan and a
committee member of the
Association of MemberNominated Trustees.
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The Multi Asset team
does not think about
the world in terms
of asset classes,
but dispenses with
arbitrary labels in
its search for true
diversification

Invesco Perpetual
launched the Global
Targeted Returns
strategy three years
ago1. Head of Multi
Asset, David Millar,
reflects on how it
has performed.
Our aim was and is to generate positive returns in
all market conditions. More specifically, the Invesco
Perpetual Global Targeted Returns Fund targets a gross
return of 5% per annum above UK 3-month LIBOR
over rolling, three-year periods and aims to achieve
this with less than half the volatility of global equities
over the same, rolling three-year periods².
We have always believed that this was possible by
adopting an unconstrained approach to multi asset
investing. This means that the Multi Asset team does
not think about the world in terms of asset classes,
but dispenses with arbitrary labels in its search for
true diversification. This approach allows us to search
for good investment ideas across all asset types and
geographies and we then work hard to blend the best
combination of these ideas into a robust, risk-managed
portfolio, which we believe will provide exposure to the
upside in financial markets while minimising the impact
of adverse market events. We named the approach
‘Investing in ideas’.
Friday, 9th September marked the end of the first
three-year period and we are very pleased with our
progress so far. The last three years have provided a
unique and challenging market backdrop, which has
thoroughly tested the philosophy behind the fund. It
has by no means been easy going but, as noted above,
we believed we could achieve positive returns in all
market conditions, however testing.
It is difficult to summarise three years’ worth of
global economic and market events. Global financial
markets have been buffeted by a series of crises, from
concerns about Greece’s future in the European Union
to doubts about the sustainability of Chinese growth,
12
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from ongoing troubles in the Middle East to Russia’s
annexation of Crimea and from taper tantrums to the
more recent Brexit. The list goes on. At the same time,
the world’s leading central banks have battled to keep
the stumbling global economic recovery on track by
mobilising unprecedented monetary policy.
Every time global rates have moved lower, markets
have feared that there is little left in the tank, but
central banks have stepped in to re-assure, toying
with zero and even negative interest rate policies
and unleashing waves of asset purchases. The US
has been a slightly different story with the Federal
Reserve first tapering its asset buying programme
and eventually managing a rate rise late in 2015,
but just the speculation around ‘what’s next’ in the
US has sometimes paralysed markets.
While this means markets have been perplexed, we
were clear in our objectives, so we couldn’t use difficult
markets as a reason for poor performance. Against this
fragile backdrop, in the first three years since inception,
the fund has returned 22.65% (gross), this equates
to 7.04% on an annualised basis and is equivalent to
3-month LIBOR plus 6.48%, comfortably above our
gross return target of 3-month LIBOR plus 5%.
While it is satisfying to have achieved our return
target in the first instance, it is just as important for us
that we have achieved this within our volatility target.
Each month, we disclose the total independent
risk numbers for each idea in the fund and also the
expected risk of the portfolio when the ideas are
combined — it is important that the total independent
risk is sufficient to allow the targeted return to be
achieved and to keep the expected portfolio risk
less than half that of global equities. The difference
between the total independent risk and the expected
fund risk is the expected diversification benefit of the
different ideas working together.
The portfolio’s realised volatility at the end of the
first three-year period (as measured by the standard
deviation of its weekly returns since inception) was
3.84%, comfortably less than half the realised volatility
of the MSCI World index over the same period, which
measured 12.14%.
Ideas are the lifeblood of our fund. It is
constructed in such a way that if the majority of
our ideas work at any time, we should be able to
achieve the strategy’s return target. It is also vital
that the ideas work well together to achieve genuine
diversification — it is this diversification that has
allowed us to keep volatility low despite the challenges
faced by global financial markets.
In the knowledge that the years ahead are likely
to be as challenging as our first three years, we will
stick to our philosophy and process, and endeavour
to ensure that there is sufficient diversification in the
portfolio and sufficient return potential to continue
meeting the twin targets.
I would like to take the opportunity of our third
anniversary to thank each of our clients for their
support for our fund and our simple defining principle
— that at the heart of every successful investment is
a great idea.

Fig 1. Invesco Perpetual Global Targeted Returns Fund 3-year gross performance
versus return target and global equities volatility (%)
Fund return target

Gross fund return

25
22.65
20
3-month LIBOR plus 5% (over 3 years)

17.74

David Millar,
Head of Multi Asset
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Past performance is not a guide to future returns. Source: Invesco Perpetual and Reuters as at 9 September 2016. Fund inception 9
September 2013. Global equities represented by MSCI World Index (total return, 100% hedged to sterling). Fund performance figures are shown
in sterling on a mid-to-mid basis, inclusive of reinvested income and gross of the Ongoing Charge and portfolio transaction costs. The figures do
not reflect the entry charge paid by individual investors. Net performance: The fund’s Z-accumulation class performance over the same period
was 19.23%. Z-class share performance figure in sterling on a mid-to-mid basis, inclusive of reinvested income and net of the Ongoing Charge
and portfolio transaction costs. The figures do not reflect the entry charge paid by individual investors.
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With the Global
Targeted Returns
strategy passing the
three year milestone
in September 2016,
we assess its
performance and
highlight some of the
ideas that have made
an impact within the
portfolio.

The first three years: providing
near equity-like returns with less
than half the volatility
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Near equity-like returns…
The Invesco Perpetual Global Targeted Returns Fund
has two explicit targets. The first is to generate positive
returns in all market conditions — more specifically, it
aims to deliver gross returns of 3-month sterling LIBOR
plus 5% per annum, over rolling, three-year periods.
We chose this target, which is not guaranteed,
as we believe it represents an attractive proposition
to investors. Since inception, the chart in figure 1
shows that we have, on balance, kept pace with global
equities in our first three-year period.
Over the first three years, the Invesco Perpetual
Global Targeted Returns Fund returned 22.65%
(gross), this equates to 7.04% on an annualised basis
and is equivalent to 3-month LIBOR plus 6.48%,
which is comfortably above our gross return target
of 3-month LIBOR plus 5%.

… with less than half the volatility.
The second explicit target for the strategy is to
deliver its targeted return with less than half the
volatility of global equities, again, over rolling, threeyear periods. As can be seen in figure 1, the fund has
been significantly less volatile than global equities
since inception.
Realised volatility for the fund at the end of the
first three-year period (as measured by the standard
deviation of its weekly returns since inception)
was 3.84%, comfortably less than half the realised
volatility of the MSCI World index over the same
period, which measured 12.14%.

Ideas in focus
The fund has achieved these targets by combining
carefully selected investment ideas into a robustly
risk-managed portfolio. A key focus of risk
management for us is to ensure that the portfolio is
sufficiently diversified so that it can generate returns
that are broadly uncorrelated (with each other and
with the prevailing markets), this should then allow us
to steer through some of the more difficult moments.
At the end of its third year, the fund includes 29
ideas which span six asset types and five continents.
What is important is taking a macro idea or theme and
making sure that idea is represented through the right
asset type and instrument to capture potential returns
over time.
The portfolio is constructed in such a way that it
would be on target to deliver LIBOR plus 5% gross if
the majority of ideas work at any time, as each idea
is sized to contribute between 25bps and 50bps
to portfolio returns per year. Since inception, the
portfolio’s ‘hit rate’, the percentage of ideas that have
contributed positive to performance, has been around
60%. Of 56 ideas that have contributed to portfolio
performance, 26 have contributed more than 15
basis points (bps), 16 have been broadly neutral, and
14 have lost more than 15bps.

Fig 1. Invesco Perpetual Global Targeted Returns Fund gross
performance versus global equities since inception1
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Pinpointing exposure
Interest rate ideas with targeted exposure
in the US and Europe were a good source
of returns during a broad-based rally
for bonds, which lasted from inception
until early 2015. For example, for our
US duration idea, we bought 30-year
US Treasuries relative to 10-year US
Treasuries. Although we changed the
implementation of the idea and eventually
removed it in February 2015 when US
10-year Treasury yields dipped to 1.64%,
the idea was a very strong performer in
the portfolio.
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Past performance is not a guide to future returns. Source: Invesco Perpetual and Thomson Reuters Datastream as at 9 September 2016.
Inception date 9 September 2013. Global equities represented by MSCI World Index (total return in sterling). Fund performance figures are
shown in sterling on a mid-to-mid basis, inclusive of reinvested income and gross of the Ongoing Charge and portfolio transaction costs.
The figures do not reflect the entry charge paid by individual investors. Data rebased to 100 as at 9 September 2013.
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Diversified alpha
A number of our equity ideas have
performed well over the period. A highlight
has been our UK equity idea, which has
been one of the best performers in the
portfolio. The UK equity market itself has
been a mixed bag since we launched the
strategy in 2013. However, to implement
this idea, we followed the investment
strategy of two of our Henley-based
colleagues and isolated their ability to
select companies that offer good value
by selling equity futures against the UK
equity market. We have a number of
equity and credit ideas that we implement
through following the strategies of Invesco
Perpetual or Invesco fund managers and
these have contributed significant alpha
since we launched.

Opportunities in difficult places
One of the best performing ideas in the
portfolio was our relative view on two
emerging market currencies, pairing a
long position in the Brazilian real with a
short position in the Chilean peso. We
believed the economic backdrop in the
two countries would lead to a divergence
in monetary policy and this was borne out
with a series of interest rate hikes in Brazil
and a series of interest rates cuts in Chile.
We closed the position in September 2014
ahead of the presidential election in Brazil,
as the drivers of the idea were starting to
change and the idea had already delivered
significant returns for the portfolio.

Volatility as an asset class
On the downside, some of our volatility
ideas have not contributed positively to
fund performance as loose monetary
policy globally has combined to keep
volatility levels at record lows. Even when
there are market shocks and indices move
sharply, central bank action can put a
dampener on volatility (as happened postBrexit when the ECB and Bank of England
moved swiftly to send out supportive
messages). However, we still believe
that over our two- to three-year outlook,
volatility is likely to contribute positively
to returns, and have a number of ideas
that incorporate long views on volatility,
or play on the relationship between the
volatility of different currencies or country
indices. In addition, our view on volatility
has helped in other times of market stress
when other ideas have performed less well,
buffering the portfolio when (for example)
equity markets have fallen sharply.

IP Global Targeted Returns Fund
3-month LIBOR +5%
MSCI World
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Taking a view on two global economies
We expressed our idea that long-term
economic growth dynamics favoured the
US over Europe in the currency space by
pairing a long US dollar and short euro
position. After hesitating for some time to
implement this idea, it eventually proved
to be a very well timed investment as the
euro moved in response to the European
Central Bank being forced to act in its fight
against deflation. Another similar position
favouring the US dollar to the Canadian
dollar has also performed very well in the
portfolio. Another currency idea along
similar lines that hasn’t done so well paired
a long Norwegian krone position with a
short UK pound position. Initially, the
falling oil price had a detrimental impact
on the Norwegian krone, however, we
continued to believe that the economic
fundamentals in Norway are on a sounder
footing and have kept faith with the idea,
something which has paid dividends more
recently with the well-reported weakness
in sterling.
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The Global Targeted Returns strategy has delivered
25 months of positive performance versus 11 months
of negative performance since inception, and this has
translated into only one quarter in which the portfolio
has had a negative return, as shown in figure 2.
While the fund managers do not think of the
portfolio in terms of asset types, with regard to
implementation it is possible to group the ideas. Since
inception, only the volatility ideas have had a negative
impact on performance (see figure 3), while all others
have been positive.
The fund managers invest in ideas, which they
believe will play out over a two- to three-year time
horizon. For this to work, the team is constantly
evaluating the individual investment ideas to ensure
they still believe in the fundamental drivers of each
idea. The investment process means the portfolio is
under constant scrutiny, however, full reviews of each
investment idea are undertaken at least once a quarter.
While the strategy has performed well to date, the
future will have further unknown challenges and this
is why the fund managers also rigorously evaluate
how the ideas interact with each other, through recent
history and also looking at future possible scenarios, in
order for the portfolio to have the potential to continue
meeting its return and volatility targets.

Fig 2. Invesco Perpetual Global Targeted Returns Fund quarterly performance breakdown (gross)
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Past performance is not a guide to future returns. Source: Invesco Perpetual as at 9 September 2016. The information shown relates to
the Invesco Perpetual Global Targeted Returns Fund (inception 9 September 2013). Fund performance is shown gross, inclusive of reinvested
income and gross of the Ongoing Charge and portfolio transaction costs.
A key focus is to ensure
that the portfolio is
sufficiently diversified
so that it can generate
returns that are broadly
uncorrelated (with
each other and with the
prevailing markets), this
should then allow us to
steer through some of the
more difficult moments

Fig 3. Invesco Perpetual Global Targeted Returns Fund performance by asset type since inception
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The team is constantly
evaluating the
individual investment
ideas to ensure they
still believe in the
fundamental drivers
of each idea
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Past performance is not a guide to future returns. Source: Invesco Perpetual as at 9 September 2016. The information shown relates
to the Invesco Perpetual Global Targeted Returns Fund (inception 9 September 2013). Fund performance is shown gross, inclusive of
reinvested income and gross of the Ongoing Charge and portfolio transaction costs.
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1
Commodities carry
Multi Asset Product Director,
Clive Emery, discusses a
commodities idea within the
portfolio which has almost
zero correlation to other asset
classes such as equities, credit
or interest rates
2
Australia: the last G10
compression trade?
Having benefited from Chinese
growth and enormous mining
investment, the team believes
the Australian economy needs
to re-align. David Millar outlines
an idea pairing a long position
in Australian interest rates
with a short position in US
interest rates
3
Commodity currencies:
Russian rouble vs Canadian
dollar
The Multi Asset team believes
that the fundamentals
underpinning the Russian
economy are beginning
to improve, while Canada
continues to have unaddressed
structural issues. Clive Emery
introduces a ‘commodity
currency’ idea that seeks to
exploit this view
22
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1

Alcoa aluminium
factory, USA.
Aluminium is one
of the commodities
affected by the
futures curve

The Multi Asset team has the freedom to invest in ideas
from any asset type, anywhere in the world. Recently,
a commodities idea was added to the Global Targeted
Returns strategy for the first time. We spoke to Multi
Asset Product Director Clive Emery about the idea.
24
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Investment idea
Commodities carry
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Commodities have begun to see a rebound this year
but prior to that they were in the headlines for all the
wrong reasons as prices slumped to multi-year lows,
driven by massive oversupply and dwindling demand
in China. The Multi Asset team found an opportunity
which exploits what they believe to be the natural
state of the futures curve.
‘The futures curve is what you create when you
plot each month’s contract against its price, this curve
is often upward sloping,’ explains Multi Asset product
director Clive Emery. ‘This is largely down to the fact
that even if a given commodity was forecast to be
the same price forever, the forward curve or prices
further in the future, would have to take into account
costs associated with holding the commodity.
‘This could include storage, insurance or financing
costs. This upward sloping curve is called ‘contango’.’
The opposite is also possible (backwardation)
— this would mean that consumers were paying a
premium for immediate delivery, most probably due
to a perceived shortage of supply — however, given
the glut of supply still in the markets, this would
currently seem unlikely.
‘Turning off the taps of commodity supply is rather
like turning one of the massive tankers that is used
to carry them around the world, and after years of
ramping up production, the world is yet to really adapt
to the prospects of lower growth,’ says Emery.
In addition, the commodities futures curve tends
to be much steeper at the front end, as people are
more certain at this stage of the impact of storage
costs, in addition, producer and consumer hedging
also play a part in this. Producers tend to sell longer

Fig 1. Idea implementation
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After years of ramping
up production, the
world is yet to really
adapt to the prospects
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dated contracts while consumers tend to buy shorterdated contracts.
‘The team is able to systematically take advantage
of this steep curve by selling the near-dated contract
and selling the long-dated contract for a basket of
commodities via an excess return swap index,’ says
Emery, ‘which means the portfolio will potentially
benefit from the difference between the two prices
increasing over time.’ (See figure 1)
The basket consists of a number of commodities,
more specifically: WTI crude; natural gas; heating
oil; gasoline; copper; aluminium; zinc and nickel.
Other commodities are filtered out as they do not
offer the same correlation since cash-carry arguments
do not always apply. For example, precious metals
and Brent crude oil offer no opportunity for carry
returns — Brent is waterborne, so the curve has been
flat/backwardated due to the associated storage
dynamics. In addition, agricultural products are also
removed to reflect the plentiful storage and hence,
again, lack of carry returns in the future.
Initially, the idea was commodities neutral, in that
it had practically zero exposure to the spot commodities
price. However, the team has now added a small short
position against a basket of energy and base metals
through a total return swap, which will work in an
environment in which those commodity prices fall.
‘It is a great diversifier as it has almost zero
correlation to other asset classes such as equities,
credit or interest rates and also negates some of
the risk of our long rouble currency position, which
could be considered as a long commodities position’,
adds Emery.

© John Ross/Invesco
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2M

45

Supertankers are the
work-horse for global
commodity distribution
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The futures curve is
what you create when
you plot each month’s
contract against its
price, this curve is
often upward sloping

2

Australia’s House
of Representatives
chamber

Over the last few years, global monetary policy has
become the bona fide focus of financial markets. Most
recently, the world has been watching for the slightest
signal of when the US Federal Reserve will raise interest
rates again, meanwhile other central banks globally have
been moving in the opposite direction, experimenting
with zero or even negative interest rates policies.
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Investment idea
Australia: the last G10 compression trade?
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Having benefited from
Chinese growth and
enormous mining
investment, the team
believes the Australian
economy needs to realign

Australia is in a
unique place in the
world, physically and
economically in terms
of its tie-in to China

Australia has now gone
25 years without a
technical recession.
The team believes
Australian government
bonds have not fully
priced in the Chinese,
commodity and economic
moderation ahead

In early 2015, the Multi Asset team was already having
a lot of conversations around developed market yield
curves, specifically looking at the interest rate differential
between Australia and several other developed
countries. This was predicated on thinking about the
potential for moderation in Australia’s economy due
to the slowdown in commodity demand, ties to China,
and their own domestic economic-growth issues.
In February of 2016, the team actually
implemented the idea in its current form, which pairs
a long position in Australian interest rates with a short
position in US interest rates.
‘Australia is in a unique place in the world,
physically and economically in terms of its tie-in to
China. Australia has now gone 25 years without
having a technical recession. Having benefited from
the Chinese growth story and enormous mining
investment, it now looks like the economy needs to
re-align itself, so that its service economy takes some
of the strain,’ said Head of Multi Asset, David Millar.
‘One way that may happen is through the
depreciation of its exchange rate and becoming an
importer of things like tourism, or even students,’
added Millar.
However, the team is not confident that this
transition away from the commodities boom can
be done smoothly, or that Australia was going to
be able to keep itself completely apart from global
disinflationary forces.
‘The last rate cut in Australia, which was the
unexpected one, was a reaction to an inflation print
that was just way below what anybody was expecting,’
said Millar.
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The team believes that while Australia has been in
a fortunate position in terms of where it has got its
growth over the last 25 years, it cannot be immune
from the current global drag towards a low-inflation,
low-interest rate world.
‘This view of a low-inflation, low-interest rate world
has been part of our central economic thesis for some
time and it seems very unlikely that Australia can
avoid becoming part of that,’ said Millar.
In fact, the team believes Australian government
bonds have not fully priced in the Chinese, commodity
and economic moderation ahead. At the same time,
the market has only priced in very limited interest rate
hikes in the US.
In contrast to Australia, the US is seeing a
recovery in both growth and inflation (if modest).
Leads on inflation such as wages are also seeing
a modest pick-up. While it is a sub-par recovery,
the team believes that even with a modest growth
outlook, bond yields may stabilise or even pick up,
showing a clear divergence with the team’s view
on Australia.
A crucial part of the team’s research process is
their focus on manager input. This means speaking to
other fund managers, generally regional or asset type
specialists, to get their view on the idea or part of the
idea. This can help corroborate or indeed challenge
the team’s ideas and help them ensure that they fully
understand the risks that they may be taking within
the portfolio.
In this instance, the team reached out to two
different Atlanta-based Invesco Fixed Income fund
managers, Josef Portelli and Rob Waldner. Both fund
managers had supportive views of the idea, with
Portelli saying Australian interest rates could trade
near US interest rates on a longer-term perspective
and describing it as one of the last G10 compression
trades. Walden’s view was more US based and he was
of the view that growth and inflation numbers were
beginning to look very supportive of more rate hikes.
Holding relative ideas in the interest rates
space means the portfolio is less sensitive when the
markets move together, as was seen on a number of
occasions during the last 18 months. For example,
after Brexit, the move in government debts was pretty
indiscriminate across the board.
The team implements this idea by using forward
interest rate swaps, long in Australia and short in the
US — in effect, this means we expect the difference
between the two rates to narrow over time. In
Australia, the team uses the five year interest rates
swap five years forward and in the US, the team looks
at the five year swap. It is not a purely relative position
as the weighting on the Australian leg is slightly
higher, which also adds a bit of duration to the idea.
‘We think that it is an opportunity, even if you just
get some stability in US interest rates and Australian
bonds yields coming down a bit, then this idea
generates returns for the portfolio,’ said Millar.

Investment idea 2

The team implements
this idea by using
forward interest
rate swaps, long in
Australia and short
in the US

3

The Vankorskoye oil
field, north of the
Russian Siberian city
of Krasnoyarsk

Tumbling oil prices and western sanctions have led to
a significant deterioration of Russia’s economy over the
past few years. However, the Multi Asset team believes
that the fundamentals underpinning the Russian
economy are beginning to improve, while Canada
continues to have unaddressed structural issues.
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Investment idea
Commodity currencies:
Russian rouble vs Canadian dollar
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Russia has made a
lot of adjustments to
adapt to the current
adverse economic
environment

We believe Canada’s
economy remains
vulnerable. Growth
seems to be stagnating
and households are deep
in debt

Fig 1. Russia’s real GDP (YoY%)
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Canada’s trade deficit
has risen as exports
have fallen

territory in the first quarter of 2017 (see figure 1).
Inflation has moderated, with Russian officials
expecting it to decline further by the end of the year,
while the nation’s external debt has fallen materially
since 2014. Of course, some of the debt decline was
caused by the weakening Russian currency reducing
rouble-denominated foreign debts. However, the
western sanctions also led to the drying up of western
loan deals, which meant that Russian companies
were forced to become more disciplined. Likewise,
government spending has been kept in check.
‘The Ministry of Finance is supported by the
political leadership to keep spending under control,
which we believe is important,’ Emery said.
The difficult economic environment also offered
the natural resources-based economy a silver lining:
it allowed other industries to shine. Last year, some
industries managed to grow, despite the broader
economy shrinking. The growth seen in the IT sector,
pharmaceuticals and agriculture, for example, may hint
Russia officially entered a recession in 2015, following at potential new drivers for growth in a post-oil era.
Like Russia, Canada is dependent on natural
the sharpest fall in economic output since the height
resources, which makes up more than fifty percent of
of the global financial crisis in 2009. Unsurprisingly,
its exports.
the Russian rouble devalued substantially, hitting an
‘We believe Canada’s economy remains
all-time low in January 2016.
vulnerable,’ Emery continues. ‘Growth seems to be
However, the Invesco Perpetual Multi Asset team
stagnating and households are deep in debt, which
believe that the fundamentals underpinning the
raises the question as to how long consumer spending
Russian economy are beginning to improve and that
can support its flailing economy. The trade deficit has
an investment opportunity could be found in Russia’s
also risen as exports have fallen.’
currency in their two- to three-year view.
In 2015, a low interest rate environment and a
The Russian rouble remains highly correlated to
still-soaring housing market fuelled the fastest year
oil, and the team do not necessarily believe that oil
of household debt growth in Canada since 2011.
prices will increase significantly in the medium term.
Moreover, subprime lending, which has previously
To neutralise some of this beta, they looked at other
currencies that are similarly sensitive to oil. The result wreaked havoc in the US economy, is growing at a
faster pace. In March, Canada posted a record trade
was a pairing of a long position in the Russian rouble
deficit, due to a decline in its trade surplus with the US.
with a short position in the Canadian dollar using
Yet, despite the macro backdrop providing a
currency forwards.
cause of concern for Canada, a brief glance at the two
‘Russia has made a lot of adjustments to adapt
countries’ relative currencies shows that the Russian
to the current adverse economic environment, and
recent data indicates that the nation is weathering the currency has devalued substantially versus the
oil price slump better than expected,’ said Multi Asset Canadian dollar (see figure 2).
‘This idea was added to the Invesco Perpetual
product director Clive Emery. ‘Meanwhile, Canada
Global Targeted Returns strategy when the Russian
continues to have unaddressed structural issues and
rouble was near its lowest point in history,’ Emery
the currency is vulnerable to a domestic slowdown.’
said. ‘An improvement in Russia’s economy should
The first quarter of 2016 has seen Russia’s
economy contract less than widely anticipated, which benefit the long leg of the idea, while the short leg
removes unnecessary exposure to oil, while also
may be a sign that it has past the nadir. Certainly,
contributing potential return, if the Canadian dollar
the forecasts are now looking more optimistic, with
adjusts to its new economic environment.’
quarterly GDP growth expected to return to positive
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Fig 2. The Russian rouble has devalued
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1
Think, test, invest, repeat
Investment management
success is dependent upon
prudent risk taking. We hear
why the Multi Asset team
believes a multi-faceted
approach to risk management
requires both human judgment
and the use of sophisticated
quantitative tools
2
Approving ideas: our central
economic thesis
We summarise the Multi Asset
team’s two- to three-year
macro view of the world,
against which each idea must
be able to provide a positive
return
3
360° Q&A
360° magazine was created
to bring you closer to our
Multi Asset team’s views and
approach. In this section, the
team answer questions
ranging from turnover of
ideas to operating within a
volatility target
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Think, test, invest,
repeat. Taking a multifaceted approach to
risk management
New York’s iconic
World Trade Center
Transportation Hub,
opened in 2016,
combining daring vision
with state-of-the-art
engineering

Investment management success is dependent
upon prudent risk taking. At Invesco Perpetual, we
believe that measuring and defining investment
risk itself requires both human judgment and the
use of quantitative tools. A multi-faceted approach
to risk management is deeply embedded in our
culture, organisational governance and business
structure. In the first instance, each investment team
has embedded risk controls within its investment
management discipline, including review and oversight
processes tailored to its philosophy and objectives.
For the Invesco Perpetual Multi Asset team, risk
management forms a vital ingredient of the fund
management process of Invesco Perpetual’s Global
Targeted Returns strategy. The team has its own risk
manager in Gwilym Satchell and a risk analyst in Mike
Marshall. Gwilym joined Invesco Perpetual with fund
managers David Millar, Dave Jubb and Richard Batty
back in 2013. Together with the fund managers, he
plays an integral role in determining which investment
ideas enter the strategy.
‘We believe it to be extremely important for Gwilym
to be involved in the fund management process,’
says David Millar. ‘The fund managers take complete
responsibility for the combination of investment ideas
that are put into the portfolio. However, before any
final decisions are made or when it comes to any other
adjustments or any different combinations we want
to try out, Gwilym is always on hand to test out and
advise on what the risk implications of those
decisions might be.’
‘Examining the investment ideas for their
diversification benefits and risk dynamics is one
thing we do to manage risk within the strategy,’
confirms Gwilym.
One tool that helps the team do this is APT — an
independent third-party risk system provided by FIS.
It contains the risk profiles of over 400,000 securities
across different asset types based on a look-back
period of 180 weeks. APT allows the team to examine
a variety of risk characteristics prior to adding an
investment idea into the strategy. In doing so, the
team can check what impact a new idea may have on
total portfolio volatility by simulating the estimated
volatility of the portfolio pre-inclusion and postinclusion of an idea.
‘There have been cases in the past, where an
investment idea provided an appealing case,’ Gwilym
adds. ‘However, when the analysis showed that it
increased the portfolio’s overall volatility more than

Examining the
investment ideas for
their diversification
benefits and risk
dynamics is one thing
we do to manage risk
within the strategy
© Roberto Machado Noa/Getty Images
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other investment ideas we were considering around
the same time, we ultimately rejected it.’
This underlines the team’s view that the fund
should not be viewed as a fund of best ideas, but
rather a fund of good ideas that work well together.
Examining investment ideas for their diversification
benefits and risk dynamics forms one aspect of the
multi asset team’s risk management activities for the
Global Targeted Returns strategy. The other side of the
coin is ‘hypothetical scenario testing’.
‘All investment ideas considered for our
portfolio must deliver positive returns against our
central economic thesis, which represents our
macroeconomic outlook,’ Gwilym says. ‘However,
we also believe it’s important to prepare for the
unexpected and test our portfolio against extreme
events not captured by our central economic thesis.’
Hypothetical scenario testing involves evaluating
the portfolio against these ‘possible but not probable’
economic scenarios that may have an impact on
performance. The scenarios are produced by gaining
the views and opinions of a wide variety of individuals
from within the investment team and beyond.
Investment colleagues and external researchers are
free to suggest relevant economic scenarios that can
be defined in terms of potential market movements.
‘The key is to gather diverse opinions and avoid
‘groupthink’,’ Gwilym notes. ‘We look at how our
portfolio would perform in these extreme market
environments. These can be extremely negative
scenarios, such as a US recession in 2017, which may
see the S&P 500 index fall to 1000 and US 10-year
Treasury yields to 0.5%.’
However, scenarios do not always have to carry
a negative undertone. One of the scenarios the team
have tested the portfolio against is called ‘Sun Always
Shines’, which assumes that Australia will manage to
decouple from the global malaise and not be dragged
down with the rest of the world.
The team constructs a risk model that provides
simulated returns across a rolling window. A
probability-weighted ‘best estimate’ is then calculated
from these returns. The results are best represented
in a histogram. The distributions can be wide which
may indicate either sensitivity to a particular regime
or uncertainty in the possible outcome (figure 1),
while a tight distribution indicates a lower sensitivity
(figure 2).
However, while the results of hypothetical
scenario testing are derived via a quantitative
method, the team relies on qualitative judgment to
interpret the results.
‘We need to use our understanding of specific
markets to judge whether we should be concerned
about certain risks,’ Gwilym says. ‘And this is where
the experience of the team comes in.’
The three fund managers have a combined
industry experience of over 60 years, with over 20 of
those years spent managing multi asset funds. But it
is important to understand that the risk management
efforts for the strategy do not end with the team.
Invesco employs a ‘three lines of defence’ model for
risk management and oversight.
‘Our team is supported by the wider Invesco
framework,’ Gwilym says. ‘In terms of risk
management, our processes are bolstered and
overseen by multi-dimensional independent controls
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whose main priorities lie in risk oversight and
governance.’
He refers to the Investment Oversight team
first, which attends the team’s idea meetings and
monthly risk meetings. They also facilitate the
quarterly oversight meetings, in which the Multi
Asset fund managers are reviewed by the CIO and
other investment team desk heads to understand the
rationale behind portfolio positioning and why certain
decisions have been made, and to examine whether
the risks taken are well understood.
Other functions, such as the Independent
Risk Function (IRF), Invesco’s Global Performance
Measurement and Risk (GPMR) team and Compliance,
provide the second line of defence for the strategy.
‘Compliance provides pre-trade and post-trade
monitoring, while the IRF works with GPMR to monitor
our market, liquidity and counterparty risk, as well as
our leverage,’ Gwilym says.
‘We work with the Multi Asset team on a daily
basis,’ Ross Hibberd, Head of Investment Risk for the
IRF, confirms. ‘We have access to the same systems
they do, and can run risk reports that can help
identify any emerging risks early on. We also conduct
historical stress testing for the strategy. This shows
how the strategy would have performed during outlier
events that have impacted the financial markets in the
past, such as the 9/11 terrorist attack in the US or the
sub-prime crisis and its aftermath. These reports can
provide the Multi Asset team with more insight to risks
inherent in the strategy.’
The IRF also reports to the Fund Boards, which
together with Internal Audit provides the third line
of defence.
‘We believe that our in-team efforts, combined
with the support of these firm-wide functions provide
our strategy with a robust risk management process
that’s essential to navigate risk in the financial
markets,’ Gwilym concludes.

Fig 1. Scenario: US recession in 2017
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Fig 2. Scenario: Sun always shines
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Approving ideas: our
central economic thesis

As part of its investment process, the Multi Asset
team meets on a monthly basis to debate its macro
view of the world, from which they form the team’s
‘central economic thesis’. It is against this hypothetical
backdrop that each idea must be able to provide a
positive return.
It is important to note that the sourcing of ideas
comes first in the fund management process, then
they are tested against the central view to help the
team forecast potential return expectations for
Invesco Perpetual’s Global Targeted Returns strategy.
‘Every one of our investment ideas has to be
judged against our central economic thesis in order to
see if it can deliver a potential positive return against
that thesis on a two- to three-year view,’ says David
Millar, Head of Multi Asset at Invesco Perpetual.
If an idea fails to produce a positive return in
the team’s central economic scenario, the idea will
be rejected at this stage of the process. The central
economic view can also be used to help structure an
idea or to change the implementation of an idea in
order to make sure it best reflects the core view of
the team.
As with all the ideas that go into the portfolio,
the team can call on the expertise of their Invesco
Perpetual and Invesco colleagues in forming this
central view and, in this instance, the views of John
Greenwood, Invesco Ltd’s renowned Chief Economist,
play a major part.
Following the Brexit vote and the strong global
market reaction, particularly the indiscriminate march
lower in government bond yields, our first job was to
re-assess our central economic thesis and see if it had
fundamentally changed.
Since launch, we have described our central
economic thesis, as ‘cautious optimism’. This
has now changed a little as we have recognised
some potential challenges to global economic
growth, such as structural growth rates remaining
subdued, consumption-led US growth succumbing
to headwinds, or indeed further political upheaval
endangering the European recovery.
We think there will be more policy responses
globally, both monetary and fiscal, to those challenges
and we would probably now describe our view as
‘muddling through’ with increased levels of volatility.
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In practice

1
Challenges to global
economic growth
– Longer-term structural
growth rates will remain
subdued
– Potential headwinds for
consumption led US growth
– Political upheaval endangers
European recovery

3
Low inflation continues
globally
– Underlying inflation low as
structural factors remain
(e.g. debt overhang)
– Risk of temporary pick up in
inflation from commodities
and some labour markets
– Continued Asian currency
devaluation will keep global
inflation subdued

2
Uncertain market impacts
from changing policy
– Low short interest rates
have already extended along
some yield curves
– Strains in funding markets
already imply tightening
(e.g. USD shortages in EM)
– Future alternative monetary
and fiscal policy responses
may drive sentiment

4
Select opportunities in risk
assets
– Further equity and credit
market gains rely on
continued policy support
– Seeking alternative return
sources to reduce reliance
on broad markets
– Diversified alpha as an
additional source of value
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In practice

5
Higher market volatility
regime to persist
– Conflict between cyclical
and structural drivers will
cause increased volatility
– Volatility likely from nonmarket forces (e.g. political
uncertainty)
– Long-term impacts from the
misallocation of capital (e.g.
through leverage)

Following the Brexit
vote and the strong
global market reaction,
particularly the
indiscriminate march
lower in government
bond yields, our first
job was to re-assess
our central economic
thesis and see if it had
fundamentally changed

Proven capability

For over 40 years, Invesco Perpetual has been
synonymous with fundamental research-driven
investing. Our Multi Asset investment team,
led by David Millar, supplements this rich seam
of investment ideas with its own extensive
experience and proven capability to develop
and implement risk-managed portfolios.
New team member:
Based in Henley-onThames, Sebastian
Mackay began his career
at Scottish Widows
Investment Partnership
in 2000, where he was
a senior economist for
the Fixed Interest team
prior to joining the
Aggregate Bonds team as
an investment director.
In 2011, Sebastian
moved to Standard Life
Investments, where
he was an investment
director for the Fixed
Income team, before
joining the Multi-Asset
Investing team in 2014.
Sebastian holds an MA
(Hons) in Economics
from the University of
Edinburgh and an MSc in
Financial Economics from
the University of London,
School of Oriental and
African Studies.
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With the Invesco Perpetual Global Targeted Returns
strategy having successfully navigated its first three
years. The Invesco Perpetual Multi Asset team is not
resting on its laurels and is constantly renewing and
refreshing its view of the world to ensure the
strategy is as robust as possible for what lies ahead.
This also applies to the structure and make-up of
the investment team. Originally, Head of Multi Asset,
David Millar, envisaged a seven-strong team when he
moved from Standard Life Investments (SLI) along
with co-fund managers Richard Batty and Dave
Jubb. Risk manager Gwilym Satchell also joined
from SLI and, from launch, the team has ensured
that risk management has played an integral role
in the investment process of the team. Risk
management has never been an afterthought but
is an active consideration during every step of the
investment process.
However, with rapidly growing assets under
management, the team has not stood still and very
recently was boosted to 11 when Sebastian Mackay
joined as an additional fund manager in August.
Millar says, ‘I’ve known Sebastian since my
Scottish Widows days and I also knew him at
Standard Life where he had responsibilities on their
Multi Asset Investing team. His strong macro
background from time as an economist on the Bond
team with me at Scottish Widows, combined with the
extensive fund management expertise he gained
both there and at Standard Life Investments, makes
him the ideal candidate to take forward our offering
into the multi asset targeted income space.’
Invesco Perpetual is focused on building a
market-leading franchise in multi asset investing to
meet the needs of institutional investors — and
income is important to many clients.
‘Since we began thinking about an income
variant of our strategy, I’ve always had Sebastian in
mind as the go-to person to manage it,’ Millar adds.
His appointment allows the team the opportunity
to further develop its product offering by focusing on
those clients needing an income solution, something
that would be a natural progression for Invesco
Perpetual, given its proven track record as a provider
of both income and multi-asset investing. The team
remains 100% focused on this multi asset offering.

The team has not
stood still and very
recently was boosted
to 11 when Sebastian
Mackay joined as
an additional fund
manager in August1

Under supervision,
pending internal and
subsequent FCA approval.

Michael Marshall
Risk Analyst
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In practice

Steve Hawes
Research Analyst
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360° Q&A
The team answers
a range of questions
associated with multi
asset investing

Given that financial markets seldom move in
straight lines, to what extent do events affect
the turnover of ideas in the portfolio?
At the end of its third year, the Invesco Perpetual
Global Targeted Returns Fund’s portfolio featured 29
ideas. With regard to idea turnover, it is important to
say that theoretically, if you believe that each idea was
to complete its two- to three-year expected time horizon,
you would then expect about a third of the portfolio
ideas to turnover annually. On average, this is what
we have actually seen, although it hasn’t necessarily
come at a consistent pace. In normal market conditions,
each quarter, you would typically expect two or three
new ideas to be added to the portfolio, with two or
three existing ideas being removed.
What we have also seen is that in periods where
market conditions are abnormal or have caused
changes to the outlook, that pattern changes. For
example, in the beginning of 2015 we felt that a lot
had changed, based on the macroeconomic backdrop.
You saw yields at historical or near-historical lows, while
there had been a halving of oil prices. Accordingly, once
we had established our expectations for the coming two
to three years, we re-reviewed over 90% of the ideas
in the portfolio during the first quarter of 2015 and, in
that quarter, added four new ideas and removed seven.
This raised level of turnover is clearly quite atypical
when compared to more normal market environments.
With the portfolio built upon many diversified ideas,
how does that get reflected in the relative behaviour
of the portfolio versus broader markets?
From our perspective, it’s not just about the
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Fig 1. Independent risk breakdown
by asset type (%)1–2
Equity
Currency
Interest rates
Credit
Volatility
Commodity

Fig 2. Independent risk breakdown by region (%)1–2

31.37
25.21
25.05
8.59
6.85
2.92

Europe 12.00
US
8.19
UK
8.18
Germany 6.66
India
5.15

diversification amongst the ideas, we want to make
sure that investors can justify implementing this
strategy as part of their overall asset allocation. A key
question we consider is, ‘Does this diversify well versus
broader markets?’ Since the fund’s inception three
years ago, we’ve seen less than a 40% correlation
with global equities and about zero with broader bond
markets (i.e. government bonds and corporate bonds).
This illustrates how the strategy can provide useful
diversification to institutional investors.
Flexibility is a key aspect of this strategy, being
able to think outside of traditional constraints of asset
class labels and not thinking about equities versus
bonds versus commodities, but just focusing on good
investment ideas. This means we can access different
return streams — like volatility and relative currency
ideas — that investors will not typically access in other
parts of their portfolio. This has the potential to provide
a genuinely different return stream with relatively low
correlation to other asset types and can help when
market dynamics change for a short period of time.
The Global Targeted Returns Fund is well below its
volatility target since launch – is there an argument
for taking on further risk?
At the end of the first three-year period, the realised
volatility of the Invesco Perpetual Global Targeted
Returns Fund (as measured by the standard deviation
of its weekly returns since inception), was 3.84%,
comfortably less than its target of half the realised
volatility of the MSCI World index over the same
period, which measured 12.14%. It is important
to stress that the team’s efforts are guided by dual

Australia
Japan
Canada
China

4.35
4.21
4.14
4.07

targets, both for risk and for return. The risk target
is the upper limit of risk we want to take in the
portfolio — which is measured as half the volatility
of global equities. Our primary goal is to meet our
return target over rolling three-year periods, which
we have achieved and with a lower volatility. The fund
has returned 7.04% (gross) on an annualised basis,
comfortably above its gross return target of 3-month
LIBOR plus 5%. So, in our view, there is really no
rationale to run more risk just to get that return
higher. If we feel we can comfortably meet the return
target with a lower level of risk, then we believe that
is a sensible thing to do.
In terms of current positioning, how does the
portfolio reflect the macroeconomic views of
the team?
A vital part of the research process is thinking very
carefully about what our central view of the world is.
Currently, we would summarise this view as something
of a ‘muddle-through’ scenario where we, on balance,
have become a little more negative over the past year.
We anticipate that economic growth rates are likely to
stay very low, meaning that there is likely to be very
little room for central banks to change policy in any
meaningful way — so interest rate increases are going to
be very marginal, if at all. Moreover, the effectiveness
of central bank policy has probably reduced over the
last couple of years given how much policy stimulus has
been thrown at markets. So, this makes a pretty tough
backdrop to say, ‘Where are the great opportunities?’
For the Multi Asset team, it is more the
characteristics of the investment ideas that we look

As at 31 August 2016
(Source: Invesco
Perpetual).

1

Independent risk — the
expected volatility of
an individual idea as
measured by its standard
deviation over the last
three and a half years.

2
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Sweden
4.03
Hong Kong 3.91
Chile
3.68
Norway
3.28

Asia
Russia
France
Others

2.76
2.36
2.36
20.66

at. What is interesting about the portfolio is that we
can include relative ideas or we can buy one market
and sell the other. This means we do not need to
focus on whether equity markets are going to rise
substantially. Our approach allows us to consider,
‘Will one market go up more than the other?’, or,
‘Will one currency appreciate more than the other?’
We can home in on relative value opportunities
such as within fixed income, to identify areas of the
market that could still offer some value. For example,
something like Australian bonds still looks to offer
some value versus US bond markets, where we are
looking for convergence in yields over time. It is those
types of ideas that can deliver benefits, particularly
during periods when you cannot rely on the beta
of equity markets or the beta of fixed income to
generate returns going forward. Figures 1 and 2
show how the investment ideas are expressed by
asset type and region.
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Important information
This magazine is for institutional clients only.
Please do not redistribute.
All information is at 9 September 2016 sourced
from Invesco Perpetual unless otherwise stated.
The value of investments and any income will
fluctuate (this may partly be the result of exchange
rate fluctuations) and investors may not get back
the full amount invested. Past performance is not
a guide to future returns.
Where David Millar, Georgina Taylor, Clive Emery
and Gwilym Satchell have expressed opinions, they
are based on current market conditions and are
subject to change without notice. These opinions
may differ from those of other Invesco Perpetual
investment professionals.
Where Pádraig Floyd, David Clare, Daniel Peters
and Richard Butcher have expressed views and
opinions, these may change and are not necessarily
representative of Invesco Perpetual’s views
and opinions.
Where securities are mentioned in this document
they do not necessarily represent a specific portfolio
holding and do not constitute a recommendation to
purchase, hold or sell.
As with all investments there are associated
risks. Please obtain and review all relevant materials
carefully before investing.
The Invesco Perpetual Global Targeted Returns
Fund is a representative account of the Invesco
Perpetual Global Targeted Returns strategy. The
fund makes significant use of financial derivatives
(complex instruments) which will result in the fund
being leveraged and may result in large fluctuations
in the value of the fund. Leverage on certain types
of transactions including derivatives may impair
the fund’s liquidity, cause it to liquidate positions at
unfavourable times or otherwise cause the fund not
to achieve its intended objective. Leverage occurs
when the economic exposure created by the use
of derivatives is greater than the amount invested
resulting in the fund being exposed to a greater loss
than the initial investment.
The fund may be exposed to counterparty risk
should an entity with which the fund does business
become insolvent resulting in financial loss. This
counterparty risk is reduced by the Manager, through
the use of collateral management.
The securities that the fund invests in may
not always make interest and other payments nor
is the solvency of the issuers guaranteed. Market
conditions, such as a decrease in market liquidity,
may mean that it is not easy to buy or sell securities.
These risks increase where the fund invests in high
yield or lower credit quality bonds and where we
use derivatives.
All accounts managed in accordance with the
Invesco Perpetual Global Targeted Returns strategy
have the same risks as the representative account.
Please obtain and review all relevant materials
carefully before investing.
Invesco Perpetual is a business name of Invesco
Asset Management Limited, Perpetual Park,
Perpetual Park Drive, Henley-on-Thames, Oxfordshire
RG9 1HH, United Kingdom. Authorised and regulated
by the Financial Conduct Authority.
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